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Municipal Accounting and 
Finance 


BY E. T. SAMPSON 


Secretary-Treasurer, Montreal Metropolitan Commission; 
City Clerk and Treasurer, City of Outremont; 
Fellow of Institute of British Municipal Treasurers 


(Before Montreal Chapter, February 26th, 1937.) 

INCE your President did me the honour of inviting me to address 
S you on “Municipal Accounts and Finance,” an honour which I 
appreciata very highly, particularly so after listening to the able dis- 
courses given recently at your annual banquet, I have had no small 
difficulty with the subject for discussion this evening ‘‘Municipal Ac- 
counting and Finance,” in choosing my material and the points which 
are worthy of submitting to gentlemen of your knowledge and exper- 
ience. I crave your indulgence for the omissions that exist as well as 
for any featuring of obvious routine and operations. 

Theory of Accounting 

The classic theories apply equally to Municipal Accounting as to 
accounting for Commercial and Industrial purposes. The dual action 
of each transaction being the basis of Double Entry must be fully ap- 
preciated by the student. Hence the great value of the knowledge of 
the algebraical equation and the ability to reduce to such equation 
the many complicated problems encountered in the accounting opera- 
tions. 

The scope of all accounting practice depends upon the require- 
ments of the proprietors of the undertaking. 
In Commerce and Industry, the ultimate requirement is— 
1. The amount of profit or loss incurred during a financial 
period. 
2. The amount of capital that exists and the nature of same. 
In Municipal— 
1. The extent and cost of public service rendered. 
2. The amount and nature of the assessments upon taxpayers. 
3. The total taxing power and taxable capacity. 
1. The ratio of exercised power to total power. 
5. Details of all other revenues. 
6. The amount and nature of assets existing and also the off- 
setting liabilities. In other words— 
“To vividly present the burden of the administration and the 
debt of the municipality.” 
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In actual practice, it is usual for municipal and other Public Author- 
ities’ Accounts to be prepared and published in great detail. Where- 
as, in Commerce and Industry, only the bare legal requirements are 
usually given. 

The functions of the Profit and Loss Account and of all its sub- 
sidiaries, of a commercial or industrial enterprise are (in the adminis- 
tration of municipalities and other Public Authorities), recorded in 
the Revenue Account and its subsidiaries. 

Alternative bases exist for the operation of the Revenue or Ad- 
ministration Account as it is sometimes called, viz:— 

The Revenue or Accrual Basis similar to all private enterprises. 
The Cash or Receipts and Payments Basis as obtains in Imperial, 
Federal and Provincial Accounting. 

Without discussing and describing at length the merits and de- 
merits of these bases, I may say that the Revenue Basis is now 
generally recognized and accepted as the more scientific and accurate, 
and affords greater protection against manipulation, 

There is, however, one merit for the Cash Basis which has been 
much featured of late,— 

The facility it offers to the prompt closing of the books and pre- 
sentation of the final accounts and reports. 

Accountants in the Public Service are often criticised and accused 
of presenting ancient history. 
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COST AND MANAGEMENT 
One often reads recommendations in the public press that the 
accounts and operations of municipalities should be on a good cash 
basis. This, however, is only a misnomer for the “Pay as you go 
3asis” or “That the expenditures should not exceed the actual cash 
receipts on revenue account including revenues attributable to previous 
accounting periods.” 
Control of Expenditures through the Accounting 
A municipality requires in practice (but not generally in Law) 
the preparation of a Budget of its estimated annual expenditure. 
Some municipalities also prepare a Budget of Capital Expenditure for 
periods longer than one year. This latter budget is often considered 
as part of a Planning Scheme. 
The classification of the items contained in a Municipal Annual 
Budget requires careful study and preparation. 
It is in the preparation of the classification of expenditures that 
the question of uniformity or standardisation arises. 
The main divisions of the Administration Expenditures (or Gene- 
ral Tax Funds) are:— 
General Government (Includes management, secretarial, finan- 
cial and legal expenditures) 


Public Works (Maintenance roads, sidewalks, garbage 
collection and incineration, snow removal, 
etc.) 


Police and Fire Protection 

Recorder’s Court 

Public Health 

Public Assistance 

Recreation 

Loan Charges (Subject to redistribution among other services) 

The above broad divisions are subdivided according to classifica- 

tion determined by the needs and at the discretion of the munici- 
pality or its officers. A more elaborate budget preparation of great 
value is recommended by the provisions’ of a cross classification to 
show aggregate— 

Salaries 

Wages 

Materials 

Stationery 

Advertising 

Delegation Expenses 

Loan Charges (Including Capital Repayments,) 

Miscellaneous 

—do— 
The division of the foregoing estimated expenditures into— 

Uncontrollable items (Loan Charges, etc.) 

Controllable items. 
is very important for directing the policy of the Council. 
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Budget Preparation 
mon practice is to prepare Budgets of estimated expendi- 





> columns :— 
1. Actual expenditure of preceding year 
2. Estimated expenditure of current year 
3. Actual expenditure to date (of preparation of current year) 
Estimated expenditure of complete current year revised to 
date. 

5. Estimated expenditure of new fiscal year. 

The first four columns will be filled in by the Treasurer and the 
last column (5) should be filled, in the first instance by the Chiefs of 
the several departments of the Municipality, and approved by the 
Chairman by the respective committees. 

Margins for contingencies are often included by the Depart- 
ments. By assembling all margins into one contingency item all un- 
budgetted expenditures will first have to be submitted to the same 
inspection as those inscribed in the budget. 

In order to avoid extravagance of all sorts the budget schedules 
of the various departments are assembled and summarised by the 
Treasurer and afterwards submitted to the Municipal Council (after 
having first been revised and approved by the Finance Committee.) 

The budget controls should not end here however. Monthly ra- 
tioning of the appropriations (based on average monthly expendi- 
tures of several previous years) and comparative reports with actual 
expenditures prepared at least every three months, or whenever the 
Treasurer, the Mayor or the Council deem necessary, should be sub- 
mitted to the Council. 

The complete Budget of Expenditure and Income for a fiscal year 
will require the inclusion of the surplus or deficit brought forward 
previous year or years as recorded in the last Balance Sheet. 

The budgetting of Income will follow on the same lines as the 
Expenditure, but the balancing factor will be the amount of Income 
to be provided by General Taxation. 

The advantage of having Reports of Municipal Expenditures in 
standard form is the facility obtained for comparisons between muni- 
cipalities, thus indicating weak points in organisation, extravagance 
and wastes. 

On the other hand, standard headings cannot provide for every 
local peculiarity. In the adaptation of the standard form to local 
conditions, different interpretation of said form will frustrate uni- 
formity. Comparisons of Municipal Reports may lead to erroneous 
conclusions because the figures, although apparently comparable, will 
not be so in reality. 








Revenues (or Income) 
The greater proportion of the Revenues of a Municipality is de- 
rived from taxation and utility charges. 
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Many municipalities also have large sources of other revenues in- 
cluding revenues derived from investments and Trust Funds. 

The natures of the tax impositions are established by the policy 
and decisions of the governing body acting within its legal powers 
as prescribed in the Municipal Law and the Municipal Charter .The 
rates of taxation will be determined by the tax proceeds required as 
established by the Annual Valuation Roll. 

Reserves for estimated uncollectibles must be carefully prepared 

and provided. 

Many forms of Municipal Rolls are in operation at the present 
time. I will content myself with describing just one which is well 
seasoned, viz:— 

A combined Valuation and Tax Collection Roll prepared on loose 
leaves and divided into volumes as required. The valuation columns 
are written up under the direction of the Assessors and from such 
records as:— 

Valuation Plan (in sections) of the Municipality. 
Individual valuation and census cards for each property and 
occupant. 
Assessors’ note books and also the previous Valuation Roll. 
Analysis columns are provided for:— 
Property assessable to all taxes:— 
Subdivided into land valuations 
Subdivided into building valuations 
Property exempt from General Tax:— 
Land and Building's 
Property assessable to school taxes :— 
Catholic 
Protestant 
Neutral 
As many columns are provided as there are taxes imposed and 
the various rates of taxation. 

A balancing or total column is also provided. There will appear 
several columns for the various local improvement assessments 
against many properties, according to frontage, or otherwise. The 
data for frontagers’ assessments are obtained from special perman- 





ent registers kept for that purpose. 

The Collection Columns, as stated, are self-balancing and the 
footings are recapitulated at the end of the volumes and totals of 
each tax product recorded in a grand summary. The Tax Control 
Account for that year is opened by the Journal Entry “Taxes to 
Revenue”. 

No Collection postings are made in these Rolls; instead thereof, 
duplicates of all the tax accounts are safely filed in Roll order 

As many additional columns are provided to record the amount 
of total taxes outstanding at the close of the several fiscal year's 
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against each assessable property, as the number of years, estimated 
or established, it will take to accomplish the entire collection of the 
tax levy. 

The collection postings consist of removing the stubs from these 
duplicates as and when payments in full are made and receipting same 


like the original account. Subsidiary loose leaf tax cash books of 
the same colour as the tax accounts are used for recording the tax 
collections. Colours of accounts and cash books are changed annual- 
ly, but the cash book for each yearly tax levy is kept in operation 


until the collection is completed or in exceptional cases uncollected 






accounts several years overdue, are transferred to an arrears ledger. 
The monthly reconciliation with the control accounts upon adding 
machine strip is a routine operation. The collection of all other re- 


venues follow on lines already established in private industrial and 





commercial enterprises. 

As a result of the great business depression, municipalities are 
trying (not alway successfully) to limit their budget requirements to 
the actual amount of revenue collections received during the preceed- 
ing year, or to the estimated revenue collections which will be made 
during the current year. (Including outstanding revenues attribut- 
able to former years.) In order to fully profit by the power to collect 
interest accruing on taxes from the date of imposition, it is import- 
ant that all formalities for the imposition and claiming of taxes be 
observed in time to be able to fix the first day of the fiscal year as 
the due date for taxes. Delays in this procedure are costly to a muni- 
cipality. 

Although, it is prescribed by Statute that certain funds (general- 
ly obtained from loans) shall only be applied to the purpose for which 
the funds have been established, yet the exigencies of good finance 
will induce the Treasurer of a Municipality to either concentrate all 
the banking transactions in one account only, or arrange with the 
Banker to pool, for the computation of interest and bankers charges, 
all the accounts of the municipality. In the General Cash Book or in 
a Cash Summary Book will be kept a daily or other reconciliations 
with bank deposits and balances. 

Once the budget has been prepared and accepted by the Council, 
the actual accounting comes into operation for the new fiscal year. 

A divergence of practice occurs at the outset. 

The classic practice in American Cities is:— 

To bring into account in the official records, the several appro- 
priations shown in the Budget. 

In many Canadian and British Cities: — 

Only actual engagements under contracts (implied or specific) 
are brought into account as and when undertaken. In all well 
organised Authorities, however, memoranda of the budget 
provisions are well preserved and comparative statements are 
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periodically prepared of actual expenditures against appropria- 
tions. 

The form of record of the expenditures incurred for the Annual 
Administration is not reduced to one prescribed pattern. The form 
which presently obtains great favor is the loose leaf Register of ex- 
penditures in tabular form with self-balancing features. The sub- 
sidiary columns provide for the recording of the expenditures of each 
main fund or impersonal account set up as the agreed divisions of 
the expenditures. Credit columns are also provided for recording 
credits to accounts payable (and sundry creditors where desired.) 

Each transaction recorded in the Register is supported by a 
voucher to which is attached all invoices and statements in connec- 
tion with the charge. Reference numbers on the vouchers are re- 
peated in the special column in the Register. The vouchers are care- 
fully filed in suitable filing cabinets and an alphabetical index kept of 
all vouchers that have been issued. It will thus be seen that the keep- 
ing of Personal Ledger Accounts with tradesmen and others is ob- 
viated; only the Main Funds being recorded in the Register. There 
is still the necessity for subsidiary registers to provide for the 
dissection or break up of these Impersonal Accounts. The same plan 
is again followed; repetition of the details contained in the particular 
column of the Main Register and parallel columns for the analysis of 
the expenditure into the required details as already determined by the 
budget. Provision for costing details can be made in these Registers, 
but many Authorities find it convenient to provide further subsidiary 
registers for this purpose. The registers are ruled off monthly. 
Available balances of appropriation are recorded in coloured ink as 
memoranda. 

Recording of Other Expenditure (Capital and Suspense Accounts) 

Many municipalities find it convenient to include also columns 
for these purposes in the Main Registers and to keep subsidiary regis- 
ters for details. Indeed, this appears to be the most practical way. 
Impersonal Accounts 

In the General Control Ledger, an account may be kept for each 
of the main services as recorded in the Main Register of Exvenditures 
or one account only need be kept for the General Administration. 
Total monthly postings are sufficient. As to the Capital Accounts, 
if they are numerous, it will be better to operate a subsidiary ledger 
and keep only in the Control Ledger an account for each class of the 
Capital Expenditure. 

The Capital Expenditures chargeable by special assessment to 
benefitting proprietors will be segregated from those assessable upon 
all proprietors. It will also be found convenient to provide and oper- 
ate subsidiary columns in the detailed Capital Accounts for the 
break up of the Expenditures into such items as: Wages, Materials, 
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(further detailed, if necessary), Carting, (or share of stable operation), 
Use of Plant and Equipment and such oncosts as supervision share of 
Engineering and Administration costs. In the Capital Accounts 
assessable to Special Proprietors, Carrying Charges will also have to 
be provided, being interest in the several expenditures until the assess- 
ment is imposed. 

Suspense Accounts 

These Accounts consist of two broad divisions: 

(1) One group for Expenditures which are distributed annually 
or oftener among the Administration and Capital Accounts 
such as:— 

Operation of Stables 
Rolling Stock including 
Auto Trucks and cars 
Plant and Equipment 
The operation of any particular item of the foregoing that is 

chargeable to one account only should not be included in a 

Suspense Account, but should be charged direct to the benefitting 

service account. The distribution of the expenditures recorded 

in the Suspense Accounts is part of the Cost Accounting. 

(2) The other group of Suspended Expenditures are those that 
can reasonably be spread over a period longer than one 
fiscal year, but for which it is considered unnecessary to 
float and sell an issue of Bonds or other Securities. 

Payrolis and Timekeeping are not dealt with in this paper as it 
is presumed these operations will have already been discussed by your 
Society. Payments of all wages by cheque upon a Subsidiary Bank 
Account is strongly recommended. Losses of many sorts are thus 
avoided, evidence of payment is clear and thefts are easily traced. 

The Capital Outlays of a Municipality are worth discussing here 
as a separate chapter. 

A separate Ledger, or section of the Impersonal Ledger, will be 
kept for assembling the Capital Accounts. The Accounts will be 
classified broadly in the following groups,— 

Properties acquired—Land and Buildings (and improvements 
thereto.) 

Improvements (Accounts to be kept for each improvement or 
class of improvement as found expedient.) 

General at charge of whole municipality 
Local at charge of benefitting properties (by frontage or 
otherwise.) 

Intangible Assets and Outlays (or Deferred Charges) 
Promotion or opposition to Legislation (when not provided 

by Budget appropriation) 
Heavy replacements of Capital Assets 
Loan Expenses (Discounts, etc.) 
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Payments on Court Judgments, (or otherwise) for compen- 
sation of all sorts to third parties. 

Heavy losses of all sorts. 

Other abnormal and extraordinary expenditures. 
Most of the foregoing outlays will be made from the procee¢ 
loans. There may be some, however, acquired by revenue Zunds, in 
which case a Liability Account will be set up as a “Capital acquired 
Outlays that are considered chargeable in 


} 


ls of 


from Revenue Funds.” 
part only against present taxpayers and in part chargeable against 
taxpayers of future years are in fact Capital or Suspense Outlays 
and should be treated as either one or the other according to the 
number of years over which the charges will be spread. (Further 
notes hereon appear in discussion on Balance Sheets. 

While it is permissible, and sometimes expedient, to record as 
Capital Outlays items that have been paid out of Revenue Appropria- 
tion and the setting up per contra of surplus account, it is equally 
important to purge the Capital Assets of all dead wood, such as im- 
provements demolished and replaced, property or plant and equip 
ment, etc., alienated or destroyed. 

The Canadian Law differs from English Law as to application of 
the proceeds of the sale of Capital Assets of a Municipality. In the 
latter, it is prescribed that these funds shall be applied to the ex- 
tinction of the Debt created for the purpose of the acquirement of such 
asset or to the purchase of a compensating Trustee Investment. 

It should be noted here that Industrial and Commercial practice 
differs from the Municipal. 


The former (private companies, etc.) cannot so reduce 





their Capital set up. 
Loans and Loan Charges 

I may be partially disgressing here from pure accountancy and 
Still it is a propos. 

It is generally accepted that municipalities of any importance at 
all are obliged to borrow money for many purposes which it is not 
expedient or reasonable to repay out of the revenues of one or even a 
few years. The development of North America during the last half 
century has been so extensive (in comparison with Europe) that re- 
course to borrowing for development purposes has been very heavy. 
Municipalities of good financial standing and practice have encumbered 
their revenues to the extent of fifty per cent for the payment of an- 
nual charges on borrowed money. Sir Gwilym Gibbon of the British 
Ministry of Health reports 25% for England. Much discussion has 
been made upon the question of the most economical way of borrow- 
ing. Many experts advocate the issue only of serial Bonds for by 
this method the operation of a sinking fund is avoided and the repay- 
ment instalments may be likened to a sinking fund investment with 
the same earning power as the interest rate payable on the loan. 
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In small municipalities where expert accountants and financiers 
are not available, this is probably the best or at least one of the 
best methods. 

In well organised municipalities, a better market can often be 
obtained for a term or sinking fund loan, and a consequent saving: is 
obtained. One thing is certain, however, that the borrower must pay 
the agreed interest charge and if the loan is paid off sooner by the 
serial plan, then the borrower has not enjoyed the same delay in pay- 
ment as for a loan or any other plan. All this is on the assumption 
that the municipality is able to invest its sinking fund accumulations 
at the same rate it is called upon to pay for loans issued by it, not- 
withstanding the fact that the rate of interest upon which the sinking 
fund is based may be substantially lower. The excess interest or re- 
venue earned by a sinking fund may be credited to the general re- 
venues of the municipality or form part of (and otherwise reduce) 
the annual contribution to the sinking fund payable out of revenue. 

A Model Clause of a Loan Ordinance as to Redemption Provision 

“If and so often as the income of an accumulating sinking fund 
“is not equal to the income which would be derived from the amount 
“invested if the sums were invested at the rate per centum per annum 
“on which the annual payments to the fund are based, any deficiency 
“shall be rade good by the Council.” 

“Tf and so often as the income of an accumulating sinking fund is 
“in excess of the income which would be derived from the amount 
“invested if the same were invested at the rate per centum per annum 
“on which the annual payments to the fund are based, any such excess 
“may be applied towards such annual payments.” 

Loan Pool 

The utilisation of sinking fund and other reserve funds for work- 
ing capital, offers great advantages; advantages that are now recognised 
in Great Britain where many of the larger municipalities pool their 
loans, and utilize (whenever required) all provisions for repayment 
(sinking funds) for new loans. The sinking fund is in reality elimi- 
nated and what is termed a Revolving Fund takes its place. The 
economy of this process is very apparent. Flotation and other costs 
are cut out, and the municipalities obtain capital loans at low interest 
rates, or at least at such rates that they can control. 

To justify this practice, one financial operation is vital and obli- 
gatory, viz:— 

“Proper provision must be made in annual budgets for each re- 
“imbursement instalmeit of all allocations of these funds (as 
“well as the interest on the outstanding balances) to the origi- 
“nal as well as new capital purposes.” 

An ideal loan pool may be described as a poo] established into 
which all moneys from whatever source are paid, including borrow- 
ings of all descriptions and moneys applicable to repayment of debt. 
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required 


From the pool, loans are repaid, and advances are made as 
, borrow- 


to departmental capital accounts in the exercise of statutory 
ing powers. The fund acts as an intermediary between lenders and 
borrowing departments of the authority. Its operation, therefore, 
effects a complete dissociation of (1) the raising and repayment o= 
loans, in which the pool is concerned in external transactions with 
lenders, from (II) the exercise and discharge of borrowing powers, in 


tn oorrow- 


which the pool is concerned in internal transactions with the 
ing’ accounts. 
It will thus be seen that a Loan Pool provides a conti} 
lisation of all the Financial resources of a Municipality, much in the 
same manner as obtains with a private Financial Corporation. 
Since contributions by borrowing departments towards repayment 


1u0us mobi- 


liquidation of capital expenditure are made direct to the loan pool, 
follows that all sinking fund accounts are eliminated, and, in fact, 
The amount of interest paid by the 


that there are no sinking funds. 
loans fund is in general recovered by means of proportionate contri- 
butions (at the average rate paid by the fund) charged to the various 
borrowing accounts. 
An eminent Municipal expert says that this method internal 
reinvestment gives a new meaning to Byron’s reference to Sinking 
Funds in his “Don Juan” penned I believe as a criticism on the then 
English Government,— 
“The Sinking Funds unfathomable sea, 
“That most unliquidating liquid leaves 
“The debt unsunk yet, 
“Sinks all it receives.” 
Establishment and Distribution of Annual] Loan Charges 
This is a revision to the Budget discussion. Annual Loan Charges 
consist of :— 
Interest 
1—Interest on securities issued by the Municipalities 
2—Bankers’ Commission. Cost of foreign exchange where 


interest coupons are payable in fore'gn currency 








3—Insurance of coupons and other valuable securitie 


transitu. 


1—Discount and expense redemption charge (if any.) 
Principal 
Debt Redemption Charge (Sinking Fund Instalments, 
etc.) 
Tae establishment of the Interest and accessory charges is a mat- 





‘of routine. The discount and expense redemption charge must be 
written down within the term of the securities that have been sold 
at a discount either in equal annual instalments or upon a sinking 
fund plan. The establishment of the Annual Sinking Fund Instal- 
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ment unless otherwise prescribed is best re-established annually for 

the unexpired term of the loan upon an interest basis or earning power 

at the same rate per cent, that has been obtained upon the Accumu- 

lated Fund during the preceding year; allowance being made for the 

amount of the existing accumulated fund together with its interest 

compounded semi-annually for the residu of the term of the loan. 
Distribution of Loan Charges 

This is part of the distribution of expenditure, also cost distri- 
butions. Where no loan pooling is in practice, the distribution should 
be in accordance with the allocation of the proceeds of the various 
loans as established in the By-Laws and as modified in the accounting 
records. 

Many municipalities treat the loan charges as a separate chapter 
of the Revenue Account, but the record of the expenditure upon the 
various services is incomplete unless a detailed distribution is made 
of these charges and included with the said services. 

Cost Accounts 

It is appropriate at this time to discuss this important phase of 
the Accounting. I only propose to deal with it sketchily. There 
appears to be two broad conceptions or classes of Cost Accounts in 
Municipal Administration. 

The first class is easily comprehended, viz:— 
“The separation or detailing into its integral elements, the ex- 
penditure of each of the classified items of the Revenue, Capital 
and Rechargeable Accounts of the Municipality. The Registers 
already described and their subsidiaries provide the means for 
these operations. A great deal of routine work is required 
which is however all straight forward. The extent of the dis- 
sections will be determined by the Engineering and Accounting 
Departments and the information required by members of the 
Council and the Government Departments”. 

The second class being— 
“A Prime Cost System with complete balancing features dealing 
separately with each material in use and payroll distribution as 
well as overhead charges (depreciation or loan charges, super- 
vision and administration, etc.) capable of producing cost state- 
ments of all the operations and jobs undertaken for the Muni- 
cipality as recorded in the expenditure schedules of the Revenue, 
Capital and Rechargeable Accounts.” 

One Authority expresses it as:— 
“The itemising of the impersonal accounts into the fullest pos- 
sible details, the medium of record being a cost summary, replac- 
ing, but in greater detail, the old time Impersonal Ledger, each 
separate expense being numbered according to the type of ex- 
pense or of material used and setting forth the total cost of 
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each department also showing in parallel columns the amount 
of standard cost allowed.” 
A cost summary balance is prepared on the following lines.— 








Dr. Items of Control Cr. Departmental Costs 
Materials 30,000 BG SB sec crs cx eotsccasesanss . 15,000 
WMI csicsecncesevascssceearencescass 10,000 
URI Nicos ccs cocecacvaiy susaosoas 1,000 
NN es eas sect ncace 500 
Salaries 700 
Other items (including 

depreciation) ...........06 800 
43,000 43,000 


Both classes imply the necessity of operating Store Accounts for 
materials used and the apportionments thereof to the recognised 
classified items. 

Overhead Charges, (Supervision, Administration Finance an use 
of Plant) are sometimes only apportioned for those accounts where a 
separate tax or charge is involved. The second class above referred 
to requires an entire apportionment of these charges. 

The benefits obtained by efficient cost accounting are: 

Security against misappropriation of materia] 
Collusion between employees and suppliers for passing of 
false invoices for goods received. 
Wastes of materials 
Omission to account for sales of materials 
Omission to charge to private individuals work and mate- 
rial applied to their benefit. 
Charging to Revenue Accounts items legitimately charge- 
able to capital and vice versa 
Manipulation of expenditure statements to obtain conform- 
ity to estimates. 
Information furnished to 
1—Compare and control cost and value provided of all ope- 
rating services of Municipality. 
2—Compare Contractors’ tenders for work with estimates 
of such work to be undertaken by Municipality itself. 
3—Establish cost units invaluable for comparing services 
of Municipalities internally with each other and ex- 
ternally with other Municipalities and Corporations. 
Cost Units may be reduced to three distinct types: 
Production Units based on tangible products 
Work Units based on measurable operations 
Service Units based on measurable factors (Interest 
days). 
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The following remarks are culled and adapted from a recent 
pamphlet issued by the Institute of Public Administration prepared by 
A. H. Marshall,— 


“The nature of much of the work of municipalities differs radi- 
“cally from that of industrial concerns. Application of indust- 
“rial costing refer mostly to repetitive operations carried on in 
“a factory. Most of the factors are under control; where they 
“are not such as prices of raw materials, the variations can be 
“measured. Municipalities on the other hand are performing 
“services under conditions largely beyond their control and 
“their services are subject to fluctuations which tend to vitiate 
“comparisons. Standardisation of municipal costing can be ac- 
“hieved only through the standardisation of accounting; this 
“latter would require more central or government control, the 
“prospects for which are not very promising. Furthermore, the 
“head of an industrial enterprise has one main purpose, the mak- 
“ing of the largest possible profit; this condition compels his at- 
“tention to. costing; he has also the necessary power to force 


“down the cost. 


“The contrast with the head of a municipal department is startl- 
“ing. He is running a service, the success or failure of which can 
“scarcely be gauged in terms of cost. In many cases, the more 
“money spent, the more successful will appear the department. 
“There is a political factor involved and municipal councils will 
“‘yursue their policies irrespective of cost. Even if the services 
“bearing the closest similarity to commercial processes, e.g. 
“Cleansing and Highway Expenditure does not exhibit the elas- 
“ticity of the average commercial concern, one reason (among 
“others) the natural unwillingness of municipalities to discharge 
“old servants. Some municipal officers have been heard to dis- 
“course on the savings they could make if given a free hand. 
“It is problematical whether they would be as ruthless as they 
“think. Probably, they would not.” 


While the foregoing cannot be considered as a conclusive argument 
against Municipal Costing, it does imply a mistake to entertain extra- 
vagant hopes for it; the danger lies in doing either too little or too 
much. To steer the middle course between overemphasising the social 
end or the cost end is not an easy task, 


The cost of operating all plant and equipment and its distribution 
among the Services and other accounts undoubtedly require the keep- 
ng of detailed cost records. Depreciation and/or loan charge will be 
added to the direct charges. Unless idle hours are also brought into 
account excesSive amounts may appear in the distribution. 


1-- 
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Mileage registers recording the use of all automobiles are often 
maintained both for apportioning the maintenance cost as well as 
affording a valuable check upon the use of the cars. 

The British Ministry of Health (Municipal Dept.) has, during 
the last few years, inaugurated a system of Costing Returns for cer- 
tain municipal services to be submitted to it by the municipalities; 
from which very interesting summary tables are prepared and pub- 
lished by this Department. I understand that resulting from these 
publications, some municipalities have effected economies in the ad- 
ministration of these services, but in others, no noticeable effect has 
been made. 

Example of the questionnaire for one of the services is appended— 
Public Cleansing (Collection and disposal of refuse and street cleaning) 

1. Weight of Refuse (or Garbage) collected, 
2. Cost of collection. 
3. Cost of disposal (or incineration). 
Garbage 
Collected Disposed (Incinerated ) 
4. Net cost per ton. 
Net cost per M. 
(Population) 
Net cost per M. 
(Houses) 
5. Rate in $ of tax assessed. 
6. Amount of expenditure on new plant out of revenue. 
7. Central establishing charges. 
8. Percentage of garbage collected in different ways 
9. Percentage of garbage disposed of by various methods. 
10. Information as to area and population. 


Administration of Trust and Reserve Funds 


The administration of these Funds is worthy of special discus- 
sion here. 

If Loan Pooling, as already described, was in operation in Canada, 
the investment of Trust and Reserve Funds would become an integral 
part of the Pool. 

The investment of the accumulation of Sinking Funds by deposit 
with the Provincial Treasurer is prescribed (with some exceptions) 
in Quebec Law for Municipalities. The Municipalities are allowed, 
however, to make (or convert) their deposits in the form of certain 
acceptable securities (Bonds of other Public Authorities) instead of 
Cash. By this provision a better yield has been obtained. The Gov- 
ernment has been allowing 312% interest on Cash Deposits. 

Many Municipalities still administer their own Sinking Fund In- 
vestments while others employ Trust Companies for this purpose. 
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It is here suggested that whenever possible the Sinking Fund 
would be better invested in the purchase of subsequent authorised 
issues of its own Authority. The maturities of such issues should fall 
within the period of the Loan for which the Sinking Fund was created. 
Legislation may sometimes be necessary to justify this suggested 
practice. 

The advantages will be appreciated immediately; only one security 
for the whole issue need be prepared in favour of the Sinking Fund; 
the cost of safekeeping is eliminated as well as the coupon cutting 
and recording of numerous credit items for interest. 

The municipality obtains its capital funds at a reasonably low 
or controllable price. 

With regard to Officers’ Pension Funds. 

Opinions differ as to the propriety of internal or external admin- 
istration. In Britain, these funds are generally administered inter- 
nally, and a similar policy of investment is adopted to that of sinking 
funds. These funds are, however, exposed to heavy and unexpected 
calls which may necessitate the sale of some of the Investments, Per- 
haps, it would be as well for these investments to be in tangible and 
negotiable form. 

The competence of and confidence in the whole Administration 
of the Municipality should determine the Investment policy here. 
Reserve Funds 

A well administered municipality creates reserves for the follow- 
ing and other purposes,— 

1. Depreciation of immoveable and moveable assets in excess 

of the amortisation provided by the Sinking Fund; 

2. Accidents to employees (in lieu of paying heavy insurance 
premiums); 

3. Accidents to third parties (in which the municipality may 
be adjudged responsible by Court of Law); 

4. Fire hazards of Municipal properties particularly when the 

properties and risks are scattered; 

Doubtful and disputed claims for taxes and other debts 

owing to it; 


an 


6. Accrued liabilities falling due in subsequent years. 

7. Proportion of revenue collections attributable to subsequent 
years. 

8. Reserves to defray a certain proportion of proposed capital 

expenditures instead of issuing a loan are now recommended 

by British Authorities. 

(These reserves are exposed to being raided and diverted to 

reduce taxation to enhance political prestige). 

The accumulation of surpluses from year to year by the 

excess of net Income over net Expenditure provides a free 


=) 
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reserve, and is very convenient for stabilising the ratio of 
general taxation. 

The foregoing with other reserves require no special ear-marking 
of assets. They constitute good working capital and substitute tem- 
porary bank loans pending the collection of Revenue; a deal of the 
Revenues being interest bearing (Taxes, Mortgage Interest.) De- 
cisions will have to be taken as to the rate of interest to be credited 
to Accident and Insurance Reserves which should be allowed to ac- 
cumulate without restriction or limit. The other Reserves will have 
restricted limits which should be determined by the Council and its 
officers. 

Balance Sheets 

No uniformity yet exists among municipalities in the pre:enta- 
tion of their Balance Sheets, although great advantages and valuable 
comparisons would be possible therefrom. Most municipal balance 
sheets are prepared in two broad divisions. 

1. Loans and Capital Section 
2. Revenue or Current Section 

The treatment of Sinking Funds in the Balance Sheet requires 
special attention. 

Most municipalities present the Sinking Fund accounts on both 
sides of the Balance Sheet, viz:— 

As a liability = The Sinking Fund accumulation 
As an Asset = The Investments of the Sinking Fund 

When the details of the actuarial accumulation of the Sinking 
Fund are included, a surplus or deficit will also be presented. 

An eminent British Authority recommends the presentation only 
of the Sinking Fund Investments as an Asset. This, however, will 
induce a compensating reduction in the presentation of assets acquired 
out of the loans for which the sinking funds have been established. 

The question then arises as to the propriety of eliminating from 
the Assets, those items which have an abiding value, even although 
they may have been fully or partially paid for out of revenues by 
the sinking fund process. 

A similar problem may also arise in the case of other capital 
assets which have been finally paid for from funds other than loans. 

Outlays on assets which have been destroyed, demolished or dis- 
appeared or substantialy depreciated in value should undoub‘edly be 
eliminated or reduced in the Balance Sheet presentation. 

On the other hand, all the capital assets having a real and histori- 
cal value are considered by many experts as properly recorded at 
their full value or cost. The balancing factor on the liability side 
will be “Capital provisions made out of Revenue”. 

The Loans and Capital Section of the Balance Sheet will appear 
somewhat on the following lines:— 
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Liabilities 
Loans Outstanding 
Funded (described in detail) 
Floating (loans from bank) 
Floating (loans from Revenue) 
Sinking Fund (accumulated Liability) 
Capital provisions made out of revenue (sometimes also un- 
applied capital receipts such as Premiums, Donations, Trans- 
fers or Sales of Capital Assets) 
Assets 
Capital Properties and Works 
Classified in following schedules:— 
Improvements (Including Works in Progress) 
Chargeable to Special Proprietors 
Chargeable to Municipality (generally) 
Properties 
Equipment 
Sinking Fund Investments 
Cash and Bank Balances (Loans to the Revenue Account may also 
sometimes appear, but legal prohibition to 
Deferred Charges this practice exist in certain cases.) 
Undistributed Loan Discounts and Expenses 
Parliamentary and Miscellaneous Expenditures defrayed from 
Loans 
The Revenue of Current Section of the Balance Sheet represent 
the existing balances of all the other Ledger Accounts of the Muni- 
cipality. 
Liabilities 
Sundry creditors (with classifying schedules) 
Loans from Bankers and others 
Loans from Capital (in some cases) 
Reserves for special purposes as detailed 
Accrued Loan Charges, etc. 
Revenues collected attributable to future periods 
General accumulated surplus showing the surplus (if any) of 
the year under review 
Assets 
Sundry Debtors (with classifying schedules) 
Taxes outstanding should be shown in years 
Store and equipment (not defrayed from permanent loans or 
Revenue Account) 
Suspended or deferred expenditures ( -do- -do- ) 
Prepayments of all sorts attributable to future periods 
Cash in hands or at Bankers 
Sundry Investments or Deposits 
Loans (if any) to Capital Account 
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Deficit (if any) not included with deferred Expenditures, 

The foregoing is only a brief summary of a Balance Sheet; it 
is capable of infinite extension as to detail. In many large muni- 
cipalities, separate Balance Sheets will be presented for many de- 
partments and funds. Where such separate Balance Sheets exist, 
they will finally be incorporated in the Balance Sheet just described 
which will then become “The Aggregate Balance Sheet of the Muni- 
cipality.” 

In concluding my paper and thanking you for your considerate 
and sustained attention, I would draw to your special attention the 
great necessity of a closer study, by those in public authority, of the 
reconciliation of the incidence of municipal taxation to the incidence 
of municipal expenditures. The unprovided residue of this expendi- 
ture is obliged to be met by the taxation mostly on immoveables. Re- 
sulting from the depression and the consequent unemployment, a 
temporary change has been made by the granting of Government sub- 
ventions. The problem, however, has not yet been solved, and there 
remains on the shoulders of the municipal taxpayers, the burdens of 
the expenditure on education, public assistance, police protection 
and other services, the incidence of which is national or semi-national 
in character. 


Business Organization 


By WILLIAM SNAITH, C.E., M.E., Mem. A.S.C.E., Mem, A.S.M.E. 


Belanger, Snaith & Associates, Montreal 





(Before the General Accountants’ Association, Montreal, Feb. 22, 1937) 


RGANIZATION is the oldest social activity of the human race. 
O We have been organizing constructively and destructively for 
countless ages. By trial and error we have discovered that some 
ideas produce desirable results and other ideas do not. The survival 
of the fittest applies as well to ideas and principles as to everything 
else. It is possible to trace back through history and see the slow 
but certain development of the fundamental principles of organization 
on which we act today. 

An absorbingly interesting book has been written by Jas. D. Moone} 
and Alan C. Reilly on this theme. In their introduction they point 
out that the principles of organization are very, very old. They go 
on to say: “The industrial objective, it is true, may have a new 
complexion, but the process is the same old human story that was 
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unfolded when the Pharaohs of Egypt organized to build the pyra- 
mids, when the Crusaders set forth to recover the Holy Sepulchre, 
when the cathedral builders of the middle ages expressed their devo- 
tion in the great monuments erected to God. Always throughout 
history men are engaged in the pursuit of this, that, or the other 
objective, are organizing in groups for such purposes, and are finding 
leaders to guide them in these efforts.” 

In writing the book “Onward Industry,” from which I have 
guoted, the authors constructed a frame, or chart, of the principles 
of organization. This frame is so valuable that I am going to take 
the chance of boring’ you a little with its technical language. So far 
as I know it is the first attempt to reduce to so small a compass the 
fundamental principles of so vast a subject. 


’ 


1 2 3 
Principle Process Effect 

1 The Authority, 01 Processive Effective 
Coordinative Coordination Coordination Coordination 
Principle. Per se 

2 The Functional 
Sealar Leadership Delegation Definition 
Process, 

} The Determinative Applicative Interpretative 
Functiona] Functionalism Functionalism Functionalism 


Effect. (Legislative) (Executive) (Judicial) 
It is manifestly impossible to do more than sketch here a few of 
the facts crammed into a book of nearly 600 pages. 


Organization Defined 

Let us start with a definition. “Organization is the form of every 
human association for the attainment of a common purpose.” This 
is wide enough to cover all the myriad activities of the human race, 
but it will contract to include the efforts of only two trying to move 
a stone. There is no co-ordination until they organize to lift or 
push together, at the same time, in the same direction. Two cannot 
walk together unless they be agreed. 

There can be no co-ordination without the principle of authority 
possessed by one of the two moving the stone; exercised by manager, 
superintendent or foreman in the plant; or residing in our elected 
representatives legislating at Ottawa. 

Authority is the prerogative of leadership. It can only be exer- 
cised by delegation. The chain of delegated authority may be short 
or long, but it always starts from the leader and ends in the job done. 

In every organization there must be some function that decides 
or determines the objective and the procedure necessary to its attain- 
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ment, another that moves through this procedure to the attainment of 
this purpose, and a third that makes interpretative decisions in ac- 
cordance with those rules or laws which have been predetermined. 

So far our study of organization may have been moderately inter- 
esting, but you have no doubt found it rather dry. It is exactly that. 
The principles or organization are, however, more than the dry bones, 
or the skeleton, of business. They are the whole body of business 
with ail its functions. The analogy has often been worked out be- 
tween business and the human body and we need not repeat it here. 

The vital spark to actuate this body is supplied by administration 
and management. In what follows we shall trace the application, o7 
violation, of organization principles by management. Reference from 
time to time to the frame which we started with may keep our per- 
spective correct. 

Just because we have been able to reduce the principles of organi- 
zation to a small chart it does not, of course, follow that we are equip- 
ped to start out and give everything in sight a perfect organization. 
Our chart is a standard, however, with which we can compare the 
organization in which we are most interested — the business with 
which each one of us is connected. If it turns out to be a confused 
jumble of the principles, we know it will not go very far. If the flow 
of authority is definite and unninterrupted we know we are on the 
right track. If our people know and understand the policy of the 
company we are well on our way, and if our teamwork is of a high 
order it is going to be difficult for any competitor to stop us from 
arriving. 

Defining the Objective 

g The members of an organization must work together to attain 
an objective. Our discussion is limited to business organization, so 
the objective is the success of business. Each one of us is vitally 
interested in one business, at any rate, and this will succeed in large 
measure in proportion to the effective co-ordination of the work of all 
connected with it. This is another way of saying that its success is 
tied up to how well its people operate as a team, and play the game. 

A lot of truth is packed in the saying that the world makes 
way for the man who knows where he is going. The business that 
knows where it is going will go far. It is no accident that Henry 
Ford is the greatest figure in the automobile business. He definitely 
planned in the earliest days of the Ford Motor Co. to make a very few 
models and a lot of each, and to make them cheap. 

I could name others who started ahead of Henry Ford and with 
enormously greater resources. They made many models and, distant 
fields looking green, wandered up to the, high price level, and back 
through intermediate to low. Some went right out of the picture 
while Ford kept growing. His policy was no secret. It was clearly 
understood by everyone in his plant. 
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Ford jokes were on everyone’s lips, but his fixity of purpose 
was no joke and his competitors have long since stopped prophesying 
that he would surely fail. Ford illustrates the importance of having 
a clearly defined objective, of knowing where he intended to go. 

You are all familiar with businesses which violate this princirle. 
If they are manufacturers, they scatter their energies in trying to 
make too many things in too many’ sizes, and too many qualities. If 
they are storekeepers they aim to keep too full a line. I am not un- 
mindful of the peculiar difficulties of Canadian business. I know that 
we cannot specialize to the extent that this can be done in the United 
States. 

But, if there are three qualities in a line, the plant that con- 
centrates on one quality,; whether it be highest or lowest, has the 
advantage over the one which makes two qualities, and the one which 
tries to make three is Jeft far behind by both. 

It would be too much to say that it is essential for every member 
f the organization to fully understand its primary policy. Certainly 
it helps if they do. At the risk of further over-simplification we 
might say that one standard slogan could be given to industry with 
one word left blank to be filled in for each business. ‘We are in the 
(shoe, or ship, or sealing-wax) business; and we are good at it.” 
It is a good slogan and would prevent a lot of trouble. Whole adver- 
tising campaigns have used millions of words and said less. It would 
tend to cut out a lot of frills. If we made soap we would say, “We 
are in the soap business.” No we do not make wash-basins, or bath- 
tubs in which you can use our soap. But we make good soap and we 
hope you find somebody who can make you a basin or bathtub as well 
as we make our soap. 

There are many concerns which violate this principle and proudly 
point out to the visitor in their plants that they do their own printing; 
make their own wooden boxes, build their own machines, run their 
own lunch room, and do all sorts of things outside of their own par- 
ticular line. Some of these things may be forced on them by condi- 
tions beyond their control, and as such, have to be endured; but they 
should be recognized as points of weakness, tending to absorb energies 
needed in the conduct of the main business. 

The problems and difficulties of the small business differ from 
those of the large one, only in degree. It is interesting to speculate 
in the matter of the big'gest business we are all interested in here in 
Canada—our government at Ottawa,—whether we might not get more 
intelligent government if there were fewer extraneous activities to 
take up the time of our law makers. They. cannot say “We are in 
the business of making laws, and we are good at it.” They make 
many laws, it is true, but besides they are in the wheat business, 
the shipping business, the railroad business with all its ramificati.ns 
including besides passenger and freight transportation, running hotels, 
operating summer camps and maintaining a string or lunch counters. 
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Leadership 


Volumes have been written on leadership. No problem is greater 
in business than finding’ and developing leaders. Some businesses 
are operated to produce good leaders and others seem so perversely 
run as to destroy the qualities of leadership. From one organization 
will go forth men who naturally reach the top wherever they go. 
To another will only be attracted an aggregation of “yes-men” and 
it will not be able to retain leadership material if, perchance, some 
comes its way. 

General Summerall, Chief of Staff of the United States Army 
summed leadership up in a very few words. “The leader must be 
everything that he desires his subordinates to be.” 

Genghis Khan has come down through the ages as the most ruth- 
less of conquerors. There was no trace of softness in his makeup. 
He really conquered the world, and it stayed conquered for three gen- 
erations. His word on leadership is that of an outstandingly success- 
ful leader. Thus said Genghis Khan of one of his bravest palladins: 
“No man is more valiant than Yessoutai; No one has rarer gifts. 
But as the longest marches do not tire him, as he feels neither hunger 
nor thirst, he believes that his officers and soldiers do not suffer from 
such things. That is why he is not fitted for high command. A gene- 
ral should think of hunger and thirst, so that he may understand the 
suffering of those under him, and he should husband the strength of 
his men and beasts.” 

Rest assured that when you meet a president, manager, superin- 
tendent or foreman who tells you how hard it is to get men to hold 
down jobs as they should be held, that you are not looking at an out- 
standing leader. Such a man is probably not a good “picker” in the 
first place, probably does not know enough to be able to explain what 
he wants done, and lacks the ability or inclination to teach, and 
teaching is three-quarters of management. 

From a old copy of a house-organ of a company headed by a 
chief executive who exacted implicit obedience from an unhappy 
group of Yes-men, I have clipped an article. Evidently written by 
one whose patience seemingly had been strained beyond the elastic 
limit, it is somewhat of a mystery how he got it printed in that 
house organ. Probably ‘,the boss” to whom it was addressed looked 
it over and said “Now that’s good; I wish you’d send a copy to 2 
Anyway, it got printed and here it is— 





LET GEORGE DO IT—A message for the Boss. 
YES, let George do it. It is HIS job, the one you hired him to do, 
whether it be nicking bugs off the potato plants or taking charge ot 
the second floor. 


184 




















BUSINESS ORGANIZATION 


You give George a job to do, and are wholly satisfied if he does it 
—your way. 

He hires a black-haired chap to do the ledger posting, then you 
tell him that you would have preferred the blonde boy with the pink 
tie. 

Right then and there George discounts the black-haired chap a 
bit, and it takes him a full year to catch up with his first impression, 
which was right after all. 

You tell Harry to write a letter to the Jones Company, and to 
assume full responsibility. Then before the letter goes out you take 
the heart out of it, and of Harry, by changing this word and that, 
putting in a comma here, taking out one there, signing it “Very truly 
yours” instead of “Yours very truly,” wasting a lot of your own 
good time and spoiling a good one for Harry. 

You ask Fred to indicate the typography for an advertisement or 
a piece of printing. Then you change the display lines or type faces, 
Stick in a lot of leads and slugs—and, incidentally, “slug” Fred’s con- 
fidence. And, after all is done, the “comps” will probably say that 
Fred’s layout had your’s beat a mile. 

You hire people to work for you, but instead, work for them, and 
against yourself, by trying to do things for yourself that might well 
be left alone for the bigger things that are really yours. Then you 
say “A fine lot of fellows, but they’ve no initiative.” 

Picture yourself on the golf links at the twelfth tee. 

You know you can lam that ball a good two hundred and fifty 
yards. You would bet good money on it. 

You take your “stance,’”’ when—“Get your feet a little closer to- 
gether, old man”—“Get your right hand more on top of the shaft.” 
“Lower your right shoulder a bit.”” You try to do all the other fel- 
low’s bag of tricks at once, top your ball, and begin to lose faith in 
your game. Your golf game is your own. That’s the way God made 





you. 

George’s way of doing things is his. That’s why you hired him. 
So—let George do it—HIS way. He may not hit the bull’s-eye every 
time, but he’ll hit it oftener, and harder, if you’ll let him find the range 
for himself. 

Many a good George is wearing his heart out—maybe in your 
own establishment—because he isn’t allowed to do the things he’s 
paid to do. His shoes are worn from making tracks to your office to 
learn just how you want things done. His will is below par because 
he hasn’t much opportunity to use it. And his prestige isn’t what it 
used to be because you don’t give him a chance to build it up. 

If you want to make George worth more to himself and the 
house; if you want more time for the big things that are yours; if 
you would make your organization self-starting instead of a hand- 
cranked affair—LET GEORGE DO IT.— 
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You will be surprised how much initiative he develops. Initiativ= 
is produced in no other way. George with initiative—his way—is : 
help. George without initiative—your way—is a hindrance. 

LET GEORGE DO IT—HIS WAY! 


Leadership functions through the scalar principles of delegation. 
A scale means a series of steps and authority proceeds down the scale 
from the leader, who authorizes, to the worker who finally does the job. 
Old as time itself, it still requires re-stating and emphasizing. 
Authority sticks to some people; they seem to hate to pass it on. 
There is something very human in the story of Jethro’s visit to Moses, 
afer Moses had led the children of Israel out of Egypt. Jethro was 
Moses’ father-in-law. His visit was made the occasion for a feast 
and on the morrow Moses went on with his work with Jethro looking 
on. Jethro was a priest of Midian and a shepherd of sheep. Moses 
had led the hosts of Israel from bondage, through the Red Sea, and 
past numerous dangers. It was achievement enough to place him 
among the greatest leaders of history. It muSt have come as a dis- 
tinct shock when Jethro showed him that his management could be, 
nay must be, improved on. Let me read you the incident— 
“And it came to pass on the morrow, that Moses sat to judge 
the people; and the people stood by Moses from the morning 
unto the evening. 
And when Moses’ father-in-law saw all that he did to the people, 
he said; What is this thing that thou doest to the people? Why 
sittest thou thyself alone, and all the people stand by thee from 
morning unto even? 
And Moses said unto his father-in-law, Because the people come 
unto me to enquire of God; 
When they have a matter they come unto me; and I judge be- 
tween one and another, and I doe make them know the statutes 
of God, and his laws. 
And Moses’ Father-in-law said unto him.—The thing that thou 
doest is not good. 
Thou wilt surely wear away, both thou and this people that is 
with thee; for this thing is too heavy for thee; thou art not able 
to perform it thyself alone. 
Hearken now unto my voice, I will give thee counsel, and God 
shall be with thee: Be thou for the people to God-ward, that 
thou mayest bring the causes unto God; 
And thou shalt teach them ordinances and laws, and shalt shew 
them the way wherein they must walk, and the work that they 
must do. 
Moreover, thou shalt provide out of all the people able men, 
such as fear God, men of truth, hating covetousness; and place 
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such over them to be rulers of thousands, and rulers of hun- 
dreds, rulers of fifties, and rulers of tens: 

And let them judge the people at all seasons; and it shall be 
that every great matter they shall bring unto thee, but every 
small matter they shall judge; so shall it be easier for thyself, 
and they shall bear the burden with thee. 

If thou shalt do this thing, and God command thee so, then thou 
shalt be able to endure, and all this people shall also go to their 
place in peace. 

So Moses hearkened to the voice of his father-in-law, and did 
all that he had said. 

And Moses chose able men out of all Israel, and made them 
heads over the people, rulers of thousands, rulers of hundreds, 
rulers of fifties and rulers of tens. 

And they judged the people at all seasons; the hard cases they 
brought unto Moses, but every small matter they judged them- 
selves.” 

Moses was a great enough man to see the value of Jethro’s ad- 
vice, and a good-enough organizer to translate it into action. But 
do we not see the incident repeated in office and factory today? The 
people stood by Moses from the morning unto the evening and (by 
the beard of the prophet) people stand by some executives in the 
same way, and wait to be told what to do next because the executive 
hasn’t delegated authority to somebody to anticipate what is to be 
done next and got the word to them before they start to wait. 

Authority should flow smoothly and without interruption down 
the graduated steps. To interrupt this flow is dangerous—disorganizing. 
Yet it is done in many businesses frequently. Some men, after setting 
up a chain of authority along which orders are supposed to follow, seem 
to feel that in some mysterious way it adds to their prestige to show 
that they are above the law they have made. They send instructions 
direct to a workman, instead of through superintendent and foreman. 

It is very difficult to make over some chief executives. Yet it is 
essential that the flow of authority be not broken. In strengthening 
an organization which is being weakened by this violation of principles 
some such technique as this can be used: The instructions should 
have come through the superintendent and foreman to the workman. 
If they do not, we make it the duty of the workman, for his own pro- 
tection, to report their receipts at once to his foreman and it be- 
comes the foreman’s duty to report to the superintendent. This is 
frankly a makeshift, but it serves the purpose, if not too often. 

The smaller organizations are the more likely violators of principles 
of organization. There are many more of them than of the larger. 
The mortality among them is much higher. Unfortunately no special 
training is required of the man who proposes to start a business ex- 
cept in a very few cases. A plumber or embalmer must pass ex- 
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aminations, but anyone who can get his hands on the nece:sary 
capital can get a charter to carry on operation which may profoundly 
affect the well-being of his employees and perhaps bring ruin to his 
competitors before he bankrupts himself. 

Competent administration and good management are not confined 
to the larger businesses. It is actually easier in many ways to run 
a big business than a little one and Coleman Dupont once told the 
late C. E. Knoeppel that it was as easy to run the United States 
Steel Corporation as to run a peanut stand, if it had good organiza- 
tion, including both the administrative function and the executiv 
function. ‘ 

Staff 

A point is soon reached in organization where the knowledge of 
the leader must be supplemented by more specialized and detailed 
knowledge. This leads to the creation of staff officers who provide 
professional advice and asSistance either to the leader, himself, or t: 
those specified by him, lower down along the scalar chain. 

Borrowed from military organization this idea has been expanded 
tremendously in business, where it has become known as “function- 
alizing,” to distinguish the establishment of departments to give 
special types of service, usually advisory, to the more strictly opera- 
ting departments. 

“The process is by no means new. The development of an or- 
ganization to meet the demands of growth always includes, 
sooner or later, the relief of operating executives from some 
function of growing complexity by centralizing its study and 
supervision Forty years ago it was common practice for each 
of the heads of producing departments to do his own buying 
and to control the warehousing of his raw material and finished 
goods: now these activities are more often considered special 
functions. Selling and accounting were earlier functionaliza- 
tions, and together with purchasing and warehousing, have in 
most cases been now So long established that they have more 
the character of line departments. 

“Tt has often been found that if any particular project, 
such as a wise handling of personnel, or better maintenance of 
machines, is to be carried out by an organization, it will gen- 
erally be because some specific, appropriate provision has been 
made that it should be carried out. General preachments which 
leave such a project the byproduct line officers’ work are likely 
to accomplish some harm and little good. Most effective, when 
it ean be afforded, is to make the project the sole occupation of 
some individual or small group with advisory relations to the line 
departments. Then, if they fail in it, they fail in all their work. 
For this reason, in more recent years business organizations 
have formed staff departments for personnel management, rate 
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making, planning and routing of orders, internal trucking, 
and methods research; and, in the sales field, for working out 
standard practices of hiring and “training salesmen and uniform 
policies of styling, pricing, and merchandising.” 

“A staff officer’s relation to line officers is that of helper, 
critic, teacher. The staff should be able to see their special 
fields of interest more broadly than a line man can, and point 
the practical paths of progress further ahead. A line officer 
as an executive head of an operating department in any or- 
dinarily complex organization must, therefore, expect to work 
in close conjunction with a variety of special advisory experts.”’ 

“The more complex the problems of an organization, the 
more essential is provision for the ordering and systematizing 
of its advisory staff relationship. Sporadic, unsystematic, and 
irresponsible advice may be worse than none. There is a re- 
sponsibility or accountability that goes properly with the ad- 
visory functions just as there is with the executive function. 
The executive is usually said to have “final” responsibility be- 
cause he must turn the advice into action, but the advisors have 
no less to be held accountable for giving advice which leads to 
wise action.” 

Gross Contracts 


In large concerns with fully developed departmentalization and 


staff activities, there arises a problem of co-ordination on a large 
scale, which has lead to an adoption of something like the liaison of 
military experience. 


Henry Denison, in a valuable little book which he calls “Organi- 


zation Engineering,” deals with the creation of cross-contacts thus:— 








“Where there is need of much close co-ordination between sep- 
arate line departments and where staff begins to develop, in- 
timate and immediate lines of cross contact must be established 
so that plans and orders may be based upon the broadest know- 
ledge possible and uniformly understood. The methods by which 
these cross contacts can be effected and controlled must be 
various to meet the multiple variety of situations to which they 
are to be fitted. 

“The whole problem of current contact among the units 
of an organization is a principal preoccupation of organization 
engieering. Reports, letters, visits, special conferences, periodic 
publications, committees councils, telephones, moving into neigh- 
bouring offices, are some of the means it can use. It would be 
ideal if all contacts could be close and perfect, but economics of 
time and money prevent. Hence, means of contact must be cal- 
culated to fit the physical and psychological difficulties of each 
set of cases and the net value of a given degree of mutual under- 
standing in any case.” 
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“One great obstacle to the harmonious working together of 
the heads of divisions is physical distance. Letter-writing is a 
very perfect substitute for personal contact. In one very large 
corporation where the half dozen operating vice-presidents were 
separated, the lack of co-ordination among even the three who 
had their offices in different parts of the same city was so com- 
plete that in the word of one of them—“We competed with each 
other more vigorously, ingeniously and destructively than we 
ever dreamed of competing with competitors.” When they were 
brought together it was carefuly provided that they should be 
actually on the same floor of the same building. After two or 
three years of strenuous readjustment their conflicts began to be 
joined at such early stages ‘that they could acquire no serious 
conflict tone and were readily adjusted.” 

“The need for co-ordinating the activities within an or- 
ganization and the difficulties of doing so, increase much more 
rapidly than merely in proportion to the number of its depart- 
ments, line or staff. The large organization can no more be 
made successful if it is nothing but an enlarged or multiplied 
small one, that the great ship can be made by enlarging all the 
dimensions of a small boat. Of first importance as an organi- 
zation grows large, are the ties which bind its parts together; 
and the larger the organization, the stronger, more elaborate, 
and more perfect must these ties be. The authoritarian lines of 
communication—running from the head down—may be enough 
in a small group, but become rapidly, if not always obviously, 
insufficient as the group develops in size. The science and art 
of providing cross-ties, cross-channels of communication, con- 
organiza- 





tact among co-relatives, are at the core of successful 
tion engineering.” 
The Judical Function 

In government the interpretative function resides in the judiciary. 
Highly developed methods of interpreting the laws have proved indis- 
pensable to the attainment of that most important of objectives, 
Justice. 

In this one respect industry lags behind government in organiza- 
tion. Business executives determine, apply and interpret their own 
decisions. They initiate, judge and execute their own sentences. We 
have already mentioned that in general anyone can be a business exe- 
cutive who can command or get his hands on some capital. Under 
the circumstances it is not surprising that abstract justice is not al- 
ways attained; rather is it cause for surprise that injustice is un- 
usual. It is decidedly reason for thanksgiving that business leaders 
use their authority as wisely as they do. 

But the need for a separation of this function is evidently felt 
and a solution is being groped for. Frederick W. Taylor entrusted 
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shop discipline to a separate foreman. In cases where an in:pection 
department exists the function is performed completely in so far as 
standards of sportsmanship are concerned. For the business, as a 
whole, the auditor acts as judge in the matter of the accuracy of its 
accounting. 

We organize to attain a common purpose. In business organiza- 
tion generally the purpose is universal human service. The burden 
on business and the reason its organization must approach per‘ection 
is that it alone supports and maintains all other human activities. 
Business must not only produce and sell goods. It must put into the 
hands of the purchaser of its goods the wherewithal to buy them. 
This puts into perspective the relation of business organization to 
civilization itself. The contribution of accountants (and engineers) 
to business organization is far out of proportion to their numbers. 
You, gentlemen. are a potent force in leading us toward civilization. 





Loose Leaf Forms, Binders, COST CLERKS 
Trays, and Visible Index Sys- and 

oe COST ACCOUNTANTS 
Lithographed __ Letterheads, For more than thirty 


Invoices, Statements, Drafts, 


; vears we have been train- 
Cheques, etc. : 


ing men along Cost Ac- 


Continuous Typewriter Forms counting lines. The large 
in all styles with carbon inter- number of our graduates 
leaved when desired, and vari- who have risen to high 
ous devices for use with them. executive positions prove 
Autographic Registers, desk the effectiveness of our 


‘ portable types, with forms 
or portable types, with forms plan. 
to suit your requirements. 
You may have a copy of our 


catalogue by writing 
W. G. CANNING 


Manufacturers of Business Forms in International Accountants 
sheets or webs for every purpose, Society Inc. 
printed or lithographed. 805 Central Bldg. 
52-56 Spadina Ave. — Toronto 2 Toronto, Ont. 


Shipping and Factory Tags. 
Handisets for all purposes. 


Business Systems Limited 























COST AND MANAGEMENT 








REFERENCE LITERATURE 


RECEIVED IN MAY 

Selling, The High Cost of. The Australian Accountant, April. 

Process Cost Accounting, Functions of Standard. The Chartered 
Accountant in Australia, April 20. 

Cleansing Department, Costing in a. The Cost Accountant, April. 

Quality, An Element of Cost. National Association of Cost Ac- 
countants, May 1. 

Serap, Accounting for and the Control of. National Association 
of Cost Accountants, May 1. 

Automobile Fleets, Expense Control for. National Association of 
Cost Accountants, May 15. 

Truck, What is the Operating Cost of a. National Association of 
Cost Accountants, May 15. 











OFFICE MACHINES RESEARCH 


Every user of office machines will be interested in the inaugura- 
tion of a service of information which will take place in July, 1937. 
A corporation, known as Office Machines Research, Inc., has been regis- 
tered in the State of New York to conduct an independent and scien- 
tific investigation and analysis of office machines and to report month- 
ly on the technical construction, the operative capabilities and the 
specific applications of machines now on the market and of all new 
developments as they occur. There is an established service of this 
nature in Holland, and one has recently been begun in Great Britain. 
The idea underlying the American company originated in Europe 
among the officers and directors of the Dutch and English companies. 
The American company is an entirely independent organization affiliat- 
ed with these companies. 

Ownership of the American company is closely held, and no stock 
is available for purchase by any manufacturer of office equipment. 
This renders impossible the exercise of any undue influence by a 
manufacturer in favor of his own products. The service will be en- 
tirely impartial and scientifically as accurate as research and exper- 
ience can make it. 

Few industrial or other users of office machines are inclined to 
conduct such research on their own account, and in the past they 
have been obliged to rely upon the claims of representatives of manu- 
facturers. These claims in the great majority of cases are honest 
and trustworthy, but there is always a tendency on the part of a 
seller to look with somewhat prejudiced favor upon his own wares. 
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